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SELF-REGULATORY  ORGANIZATIONS 

Proposal  Concerning  Final  Disciplinary 
Actions 

The  Commission  today  published  for 
comment  proposed  Securities  Exchange 
Act  Rules  19d-l,  2  and  3,  and  19h-l  and 
proposed  rescission  of  Rules  15Ab-l  (17 
CFR  240.15Ab— 1)  and  15Ag-l  (17  CFR 
240.15Ag-l> .  The  proposed  Rules  are  as 
follows: 

1.  Proposed  Rule  19d-l  would  require 
self -regulatory  organizations  (“SRO’s”) 
for  which  the  Commission  is  the  appro¬ 
priate  regulatory  agency  to  give  the 
Commission  notice  of  all  final  dis¬ 
ciplinary’  actions,  denials  of  membership, 
participation  or  association  with  a  mem¬ 
ber.  or  prohibitions  or  limitation  of  ac¬ 
cess  to  services,  and  summary  suspen¬ 
sions  or  limitations  of  membership,  par¬ 
ticipation  or  association,  imposed  by  it 
on  any  of  its  members,  participants, 
persons  associated  with  a  member  or  any 
person,  and  prescribe  the  form  and  con¬ 
tent  of  such  notices. 

2.  Proposed  Rule  19d-2  would  pre¬ 
scribe  the  form  and  content  of  applica¬ 
tions  for  stays  of  final  disciplinary  sanc¬ 
tions  and  summary  actions  of  SRO’s. 

3.  Proposed  Rule  19d-3  would  pre¬ 
scribe  the  form  and  content  of  applica¬ 
tions  for  Commission  review  of  final  dis¬ 
ciplinary  sanctions,  denials  of  member¬ 
ship.  participation  or  association  with  a 
member,  or  prohibitions  or  limitations  of 
access  to  services  imposed  by  SRO’s. 

4.  Proposed  Rule  19h-l  would  pre¬ 
scribe  the  form  and  content  of  notices 
by  SRO’s  of  proposed  admissions  to  or 
continuances  in  membership,  participa¬ 
tion  or  association  with  a  member  of  any 
person  subject  to  a  statutory  disqualifica¬ 
tion  and  applications  to  the  Commission 
for  relief  from  a  statutory  disqualifica¬ 
tion. 

References  in  the  proposed  rules  and 
in  this  release  to  self -regulatory  orga¬ 
nizations  (“SRO’s”)  include  all  national 
securities  exchanges,  national  securities 
associations  and,  depending  on  the  con¬ 
text.  all  registered  clearing  agencies  or 
registered  clearing  agencies  for  which 
the  Commission  is  the  “appropriate 
regulatory  agency.” 1 

1  As  used  in  this  release,  the  terms  ‘  bank 
clearing  agency"  or  “bank  participant"  mean 
a  clearing  agency  or  participant  for  which 
one  of  the  Federal  bank  regulatory  agencies 
is  the  appropriate  regulatory  agency.  The 
terms  “non-bank  clearing  agency”  or  “non¬ 
bank  participant”  mean  a  clearing  agency  or 
participant  for  which  the  Commission  is  the 
“appropriate  regulatory  agency”.  See  section 
3(a)  (34)  (B)  (15  UJS.C.  78c (34)  (B)  )  and  (C) 
(15  U.S.C.  78c(34)  (C) )  of  the  Securities  Ex¬ 
change  Act  of  1934  (the  “Act”)  . 

In  general,  the  Federal  bank  regulatory 
agencies  have  specific  Jurisdiction  under  the 
Act  to  adopt  comparable  rules  relating  to 
clearing  agencies  and  their  participants  in 
situations  where  the  Commission’s  rule  pro¬ 
posals  would  not  be  applicable.  The  Com¬ 
mission  has  consulted  with  these  banking 
authorities  in  formulating  the  Commission 
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Background — Effect  of  the  1975 
Amendments 

Before  the  Securities  Acts  Amend¬ 
ments  of  1975  (the  “1975  Amend¬ 
ments”),*  oversight  powers  of  the  Com¬ 
mission  as  a  regulatory  agency  under  the 
Act  respecting  disciplinary  sanctions 
imposed  by  an  SRO  were  limited  to  re¬ 
view’  by  the  Commission  of  disciplinary 
and  certain  other  adjudicatory  actions 
taken  by  a  registered  securities  associa¬ 
tion.  i.e.,  the  National  Association  of 
Securities  Dealers.  Inc.  (the  “NASD”). 
No  provision  was  made  for  review  of  dis¬ 
ciplinary  actions  taken  by  national  se¬ 
curities  exchanges.  In  addition,  except 
as  to  the  NASD,  no  provision  was  made 
for  Commission  review  of  summary  sus¬ 
pensions  or  limitations  of  membership, 
participation  or  association,  or  of  de¬ 
nials  of  membership  or  association  with 
a  member,  or  prohibitions  or  limitations 
of  access  to  services  imposed  by  any  SRO. 

The  1975  Amendments  expanded  di¬ 
rect  oversight  jurisdiction  to  cover  dis¬ 
ciplinary  sanctions  and  denials  of  mem¬ 
bership.  participation  or  association  im¬ 
posed  by  any  SRO  (including  clearing 
agencies  which  were,  for  the  first  time, 
required  to  register  ) .  The  Act  now  pro¬ 
vides  that  any  SRO  taking  any  such  ac¬ 
tion  must  file  a  notice  in  such  form  con¬ 
taining  such  information  as  is  prescribed 
by  rule  as  necessary  or  appropriate  in 
the  public  interest  or  for  the  protection 
of  investors.  Review  of  any  action  re¬ 
quiring  the  filing  of  notice  may  be  had 
either  on  the  motion  of  the  appropriate 
regulatory  agency  (the  Commission,  ex¬ 
cept  with  respect  to  bank  participants 
in  clearing  agencies)  or  on  application 
of  any  person  aggrieved  by  such  action. 
On  the  other  hand,  appeals  taken  to  the 
Commission  do  not  automatically  stay 
any  action,  as  previously  was  the  case 
in  appeals  to  the  Commission  from  NASD 
action,  although  stays  may  be  granted 
where  appropriate. 


rules  proposed  hereby.  See  section  17A(d)  (3) 
(A)  (i)  (15  U.S.C.  78q-l  (d)(3)  (A)(1))  of  the 
Act. 

The  various  statutory  relationships  between 
the  Commission  (as  the  appropriate  regula¬ 
tory  agency)  and  clearing  agencies  and  their 
participants,  as  contemplated  by  the  present 
rule  proposals,  may  be  summarized  as 
follows : 

(1)  Rule  19d-l  (notices  of  certain  SRO 
adjudications)  would  be  applicable  only  to 
non-bank  clearing  agencies  in  cases  where 
the  participant  was  either  a  bank  or  non¬ 
bank  (see  section  19(d)(1)  of  the  Act  (15 
U.S.C.  78s(d)  ( 1) ) ) ; 

(2)  Rules  19d-2  (stays  of  certainr  adjudica¬ 
tions)  and  19d-3  (appeals)  would  be  appli¬ 
cable  to  participants  in  bank  and  non-bank 
clearing  agencies  in  cases  where  the  Com¬ 
mission  was  the  appropriate  regulatory 
agency  for  the  participant  (see  sections  17A 
(b)(5)(C)  (15  U.S.C.  78q-l (b)(5)(C))  and 
19(d)(2)  (15  U.S.C.  78s(d)(2))  of  the  Act) ; 

(3)  Rule  19h-l  (proposed  admissions  and 
continuances  of  disqualified  persons)  would 
be  applicable  to  all  clearing  agencies  (bank 
and  non-bank)  regardless  of  whether  the 
participant  was  a  bank  or  non-bank  (see 
sections  17A(b)(4)(A)  (15  U.S.C.  78q-l(b) 

(4)  (A))  and  19(h)(2)  (15  U.S.C.  78s(h)  (2) ) 
of  the  Act) . 

s  Pub.  L.  94-29  (June  4,  1975) . 


Furthermore,  the  1975  Amendments 
grant  specific  authority,  under  certain 
circumstances,  to  any  SRO  to  take  sum¬ 
mary  action  against  members,  partici¬ 
pants  or  associated  persons  where  such 
persons  or  associates  have  been  suspen¬ 
ded  or  expelled  from  membership  or  par¬ 
ticipation  or  barred  or  suspended  from 
association  with  a  member  by  another 
SRO.  Any  SRO  may  also  summarily  sus¬ 
pend  a  member  or  participant  where  the 
SRO  determines  that  the  member  or 
participant  is  in  such  financial  or  opera¬ 
tional  difficulty  so  as  to  endanger  inves¬ 
tors.  creditors,  members  of  or  partici¬ 
pants  in  the  SRO.  or  the  SRO. 

Finally,  the  1975  Amendments  intro¬ 
duced  the  concept  of  a  “statutory  dis¬ 
qualification.”  A  person  is  subject  to  a 
statutory  disqualification  if  such  person: 

1.  Has  been  and  is  expelled  or  sus¬ 
pended  from  membership  or  participa¬ 
tion  in,  or  barred  or  suspended  from  be¬ 
ing  associated  with  a  member  of.  any 
SRO. 

2.  Is  subject  to  an  order  of  the  Com¬ 
mission  denying,  suspending  or  revok¬ 
ing  his  registration  as  a  broker,  dealer 
or  municipal  securities  dealer  or  barring 
his  association  with  a  broker,  dealer  or 
municipal  securities  dealer; 

3.  By  his  conduct  while  associated  w’ith 
a  broker,  dealer  or  municipal  ' securities 
dealer  has  been  found  to  be  the  cause  of 
any  effective  suspension  or  expulsion; 
or  has  associated  with  him  any  person 
who  is  known,  or  in  the  exercise  of  rear 
sonable  care  should  be  known,  to  be  a 
disqualified  person; 

4.  Has  violated  or  participated  in  vi¬ 
olating  any  provisions  of  the  federal  se¬ 
curities  acts  or  the  rules  of  the  Muni¬ 
cipal  Securitiese  Rulemaking  Board; 

5.  Has  been  convicted  within  the  past 
ten  years  of  any  felony  or  misdemeanor 
which  involves  certain  crimes  relating, 
generally,  to  securities  transactions  or 
business,  perjury  or  the  misappropria¬ 
tion  of  funds  or  securities; 

6.  Is  enjoined  from  any  action,  con¬ 
duct  or  practice  in  connection  with  the 
securities  Industry  or  the  purchase  or 
sale  of  any  security;  or 

7.  Has  willfully  made  application  or 
submitted  a  report  containing  a  false  or 
misleading  statement  with  respectrto  any 
material  fact  or  omitted  to  state  any 
material  fact  which  is  required  to  be 
stated  to  an  SRO. 

A  statutory  disqualification  does  not 
necessarily  bar  the  person  from  member¬ 
ship  or  participation  In  an  SRO.  It  per¬ 
mits  the  SRO  to  deny  or  condition  or 
condition  the  membership  or  participa¬ 
tion  or  association  with  a  member  of 
such  a  person,  but  the  Act  requires  the 
SRO  to  take  such  action  If  the  Commis¬ 
sion  so  orders.  An  SRO  proposing  to 
admit  to  membership,  participation  or 
association  a  person  subject  to  a  statu¬ 
tory  disqualification  must  give  notice  to 
the  Commission  30  day  prior  to  such 
action. 

Discussion  of  Proposed  Rules 

The  notice  provisions  contained  in  pro¬ 
posed  Rule  19d-l  require  certain  notices 
by  SRO’s,  including  national  securities 
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exchanges,  registered  securities  associa¬ 
tions,  and  registered  (non-bank)  clear¬ 
ing  agencies.  However,  proposed  Rules 
19d-2  and  3,  relating  to  stays  of  final 
disciplinary  sanctions  and  summary  ac¬ 
tions  and  review  of  final  disciplinary 
sanctions,  apply  to  any  action  taken  by 
an  exchange  or  association  and  to  action 
taken  by  a  clearing  agency  only  to  the  ex¬ 
tent  that  the  Commission  has  review 
jurisdiction,  that  is,  where  the  Commis¬ 
sion  is  the  “appropriate  regulatory 
agency"  for  the  person  concerned.  Thus, 
in  cases  where  a  bank  is  a  participant  in 
a  registered  bank  clearing  agency,  a 
Federal  bank  regulatory  agency  rather 
than  the  Commission  would  be  the  ap¬ 
propriate  regulatory  agency  to  review 
the  actions  taken  by  such  clearing 
agency. 

Proposed  Rule  19d-l 

Proposed  Rule  19d-l  provides  for  the 
content  of  notices  relating  to  four  gen¬ 
eral  types  of  adjudicatory  actions  taken 
by  an  SRO,’  as  follows : 

1.  Notice  of  Final  Disciplinary  Action: 
Rule  19d-l(c)  and  (d) ; 

2.  Notice  of  Final  Denial,  Bar,  Pro¬ 
hibition,  Termination  or  Limitation 
Based  on  Qualification  or  Administra¬ 
tive  Rules:  Rule  19d-l(e)  and  (f); 

3.  Notice  of  Final  Action  Based  on  a 
Statutory  Disqualification:  Rule  19d-l 
(g)  and  (h) ;  and 

4.  Notice  of  Summary  Suspension  of 
Membership,  Participation,  or  Associa¬ 
tion  or  Summary  Limitation  or  Prohibi¬ 
tion  of  Access  to  Services :  Rule  19d-l  (i) . 

Proposed  Rule  19d-l  is  based  in  large 
part  on  the  informal  procedures  the 
Commission  has  developed  in  its  over¬ 
sight  of  the  NASD  in  the  past  and  was 
drafted  with  several  objectives  in  mind. 
The  first  was  to  obtain  a  report  from  the 
SRO’s  which  would  contain  the  organi¬ 
zation’s  statements  in  compliance  with 
Sections  6(c)  (15  U.S.C.  78f(c))  and 
(d)  (15  U.S.C.  78f  (d) ) ,  15A(g)  (15U.S.C. 
78o-3(g) )  and  (h)  (15  U.S.C.  78o-3(h) ) 
and  17A(b)  (4)  (15  U.S.C.  78q-l  (b)(4)) 
of  the  Act.  These  sections  require  that 
disciplinary  sanctions,  denials  of  mem¬ 
bership,  participation  or  association  and 
similar  adjudicatory  findings  include 
supporting  statements  of  the  SRO.  The 
second  objective  was  to  satisfy,  at  the 
same  time,  the  requirement  of  section 
19(d)  (15  U.S.C.  78s(d))  that  such  ac¬ 
tions  be  promptly  reported  to  the  Com¬ 
mission  pursuant  to  Commission  rule. 

The  third  objective  was  to  ensure  that 
such  reports  and  notices  supply  sufficient 
information  regarding  the  background, 
factual  basis  and  issues  involved  in  the 
proceeding  to  enable  the  Commission 
not  merely  to  determine  whether  the 
case  should  be  called  up  for  review  on 
the  Commission’s  own  motion  (which  it 
is  empowered  to  do  under  section  19(d) 
(2)),  but  also  to  ascertain  generally 
whether  the  SRO  was  adequately  carry¬ 
ing  out  its  responsibilities  under  the  Act. 
For  the  latter  purpose,  the  Commission 

•The  Rule  would  coordinate  such  notices 
with  proposed  Rule  19h-l  procedures  for  ob¬ 
taining  relief  from  statutory  disqualifica¬ 
tions. 


may  review  the  matter  to  determine,  for 
example,  in  the  case  of  a  disciplinary 
action  (paragraphs  19d-l(d)  (2)  through 
(5)  of  the  proposed  rule)  whether  the 
sanctions  are  adequate  or  excessive; 4 
whether  the  Act,  Commission  rules,  and 
the  SRO  rules  are  being  properly  inter¬ 
preted  and  implemented  by  the  SRO: 
and  whether  further  direct  action,  such 
as  a  Commission  enforcement  proceeding 
under  sections  15(b)  (15  U.S.C.  78o(b) ) 
and  19(h)  (15  U.S.C.  78s(h)),  or  the 
adoption  of  additional  or  modified  rules 
by  the  SRO  or  the  Commission,  is  in 
order. 

The  informal  reports  of  disciplinary 
actions  the  Commission  has  been  obtain¬ 
ing  from  the  NASD  have  been  developed 
over  the  years  with  these  objectives  in 
mind.  These  reports  have  been  in  the 
form  of  administrative  decisions  similar 
to  Commission  decisions  in  broker-dealer 
remedial  proceedings  under  section  15  of 
the  Act.  Rule  19d-l  would  continue  that 
practice  on  a  formal  basis  and  extend  it 
to  the  exchanges  and  clearing  agencies 
for  which  the  Commission  is  the  appro¬ 
priate  regulatory  agency. 

In  addition,  these  formal,  reasoned 
opinions  have  been  obtained  not  only  for 
NASD  cases  where  findings  of  violations 
were  made  and  sanctions  imposed,  but 
also  for  proceedings  where  charges  were 
dismissed  and  no  action  taken.  While 
section  19(d)(1)  of  the  Act  appears  to 
require  the  SRO  to  report  only  proceed¬ 
ings  in  which  sanctions  were  imposed, 
proposed  Rule  19d-l  would  require 
SRO’s  to  file  notices  of  both  the  imposi¬ 
tion  of  sanctions  as  well  as  the  dismissal 
of  charges.4  Reports  of  the  latter  cases 
have  been  demonstrably  valuable  to  the 
Commission  In  overseeing  NASD  regula¬ 
tory  performance.* 

For  similar  reasons,  “disciplinary  ac¬ 
tions”  include  ((for  reporting  purposes) 
other  kinds  of  adjudicatory  action  which, 
while  not  treated  by  the  Act  in  precisely 
the  same  framework  as  disciplinary  mat¬ 
ters  are,  as  a  practical  matter,  quite  sim- 


*The  Commission  doe6  not  have  jurisdic¬ 
tion  to  increase  sanctions  in  the  cases  it  re¬ 
views.  It  may  only  a  farm  or  lessen  the  sanc¬ 
tion.  See  section  19(e)(2)  (15  U.S.C.  78s(e) 
(2) )  of  the  Act. 

•  Because  of  this  difference  between  the 
statutory  provisions  and  the  scope  of  Com¬ 
mission  oversight  requirements,  it  has  been 
necessary  In  proposed  Rule  19d-l  to  include 
the  ooncept  of  "disciplinary  actions.”  Re¬ 
ports  of  dismissals  would  be  obtained  pur¬ 
suant  to  the  Commission’s  power  under  sec¬ 
tion  17(a)  to  require  reports  from  SROs 
(and  others). 

*  Subparagraph  (d)  (2)  of  the  proposed 
rule  would  require  that  the  notice  Include  a 
statement  describing  the  origin  of  the  ac¬ 
tion.  The  term  "origin”  would  Include  such 
detection  mechanisms  as  a  regular  or  special 
inspection,  public  complaint,  notice  of  ter¬ 
mination  of  employment  filed  by  a  member, 
free  riding  questionnaire,  etc.  Although  this 
item  is  also  not  in  response  to  a  statutory 
requirement,  It  Is  Included  since,  In  the 
Commission’s  oversight  of  the  various  SRO’s 
such  information,  which  the  NASD  has  long 
included  In  its  reports  to  the  Commission, 
should  provide  useful  insight  into  the  ade¬ 
quacy  of  the  SRO’s  surveillance  and  inspec¬ 
tion  programs. 


ilar.  Thus,  for  example,  '  denial"  pro¬ 
ceedings  contemplated  by  sections  6(c) 
(2)  and  15A(g)  (2) 7  under  which  a  mem¬ 
ber  or  associated  person  is  excluded  or 
restricted  on  the  basis  of  a  violation  of 
just  and  equitable  principles  of  trade 
and  a  finding  of  “reasonable  likelihood” 
of  repetition  would  be  reported  to  the 
Commission  under  the  proposed  rule  in 
essentially  the  same  format  as  discipli¬ 
nary  actions  against  members,  associated 
persons  of  members,  etc.8 

The  basic  objectives  of  the  reporting 
requirements  for  other  categories  of  ad¬ 
judicatory  actions  are  essentially  the 
same  as  those  for  disciplinary  actions; 
but  the  proposed  formats  for  such  re¬ 
ports,  particularly  as  to  their  contents, 
are  different  in  certain  important  re¬ 
spects,  primarily  because  the  proceed¬ 
ings  themselves  are  quite  different.  For 
example,  where  a  proceeding  is  based 
upon  a  previously  adjudicated  disquali¬ 
fication  (such  as  a  conviction  or  Com¬ 
mission  order  of  revocation)  and  results 
in  a  denial  of  membership,  participation, 
association  or  access,  again,  based  on 
Commission  experience  with  such  types 
of  proceedings  before  the  NASD,  the 
SRO’s  report  can  be  expected  usually  to 
reflect  the  results  of  a  probationary  type 
hearing.  Therefore,  the  decisional  report 
required  for  Commission  review  (pro¬ 
posed  Rule  19d-l  (g)  and  (h),  both  from 
the  appellate  and  oversight  viewpoints, 
generally  should  not  look  like  a  discipli¬ 
nary  decision.  Nevertheless,  in  both 
types  of  situations  the  Commission’s 
oversight  objectives  would  best  be  served 
by  a  reasoned,  written  opinion  as  a  basis 
for  review  and  proposed  Rule  19d-l 
so  provides. 

Reports  of  denials  based  on  a  failure 
tc  meet  minimum  qualification  standards 
(proposed  Rule  19d-l(e) ) ,  such  as  a  fail¬ 
ure  to  pass  an  examination,  also  intro¬ 
duce  some  special  or  unique  needs  in  re¬ 
gard  to  reporting  requirements.  These 
actions  are  not  disciplinary  in  nature  and 
generally  involve  simple  fact  questions. 
Further,  the  SRO  should  normally  have 
no  discretion  as  to  the  action  it  will  be  re¬ 
quired  to  take.*  A  separate  type  of  report 
for  such  actions,  which  need  not  be  in 
the  form  of  a  reasoned  opinion,  would 
therefore  be  sufficient. 

Similarly,  as  to  the  fourth  type  of  no¬ 
tice  covered  by  proposed  Rule  19d-l,  no- 


’  A  somewhat  similar  provision  as  to  a 
registered  clearing  agency  is  found  in  sec¬ 
tion  17A(b)  (4)  (A) ,  which  provides  that 
such  agency  may  deny  participation  to  any 
person  subject  to  a  statutory  disqualifica¬ 
tion,  but,  in  contrast  to  sections  6(c)  (2)  and 
15A(g)  (2) ,  does  not  provide  for  a  denial  of 
participation  where  a  person  associated  with 
a  participant  is  subject  to  a  statutory  dis¬ 
qualification. 

•  Similar  considerations  are  applicable  to 
denial  proceedings  based  on  unadjudicated 
“statutory  disqualifications’’  of  the  kind  de¬ 
scribed  in  3(a)  (39)  (D)  and  (E)  (except 
that  part  of  (E)  relating  to  prior  convic¬ 
tions). 

•E.g.,  if  an  individual  fails  to  pass  an 
examination,  he  usually  cannot  be  admitted 
to  association  with  a  member  under  any 
condition;  if  entry  fees  are  not  paid  by  the 
applicant,  the  application  must  be  denied. 
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tices  of  sumary  suspensions  (paragraph 
19d-l(i)  of  the  proposed  rule),  a  rela¬ 
tively  brief  report  is  required  containing 
just  enough  information  so  that  if  a 
Commission  stay  is  sought,  the  Commis¬ 
sion  has  sufficient  basic  information  to 
focus  on  the  situation  in  an  expeditious 
fashion. 

In  addition  to  the  notices  (or  reports) 
required  by  proposed  Rule  19d-l,  the 
Federal  bank  regulatory  agencies  may 
require  similar  reports  of  registered  bank 
clearing  agencies  in  some  cases  where  the 
Commission  has  review  authority.1®  Since 
under  sections  17(c)  (1)  and  19(d)  (1)  of 
the  Act  copies  of  such  reports  will  be  fur¬ 
nished  to  the  Commission,  no  substantial 
administrative  problem  should  arise  from 
that  division  of  authority.11 

Fro  posed  Rules  19d-2  and  19d-3 

The  provisions  of  proposed  Rules  19d-2 
and  3, 'which  set  forth  certain  Commis¬ 
sion  review  procedures  and  are  not  re¬ 
porting  rules  as  such,  are  specifically  not 
applicable  to  actions  over  which  the  Com¬ 
mission  does  not  have  review  jurisdiction. 
Thus,  those  rules  would  apply  in  the  case 
of  a  bank  or  non-bank  clearing  agency 
only  where  the  disciplinary  denial  action 
is  taken  against  a  participant  or  ap¬ 
plicant  for  which  the  Commission  is  the 
appropriate  regulatory  agency. 

Proposed  Rule  19d-2  prescribes  the 
contents  of  applications  for  stays  of  dis¬ 
ciplinary  sanctions  or  summary  suspen¬ 
sions  by  an  SRO.  Persons  desiring  to  stay 
SRO  actions  (including  those  of  the 
NASD)  would  be  required  to  make  ap¬ 
plication  pursuant  to  this  rule.  The  1975 
Amendments  abrogated  the  automatic 
stay  provisions  for  NASD  disciplinary 
actions  which  section  15A(g)  of  the  Act 
previously  provided  and  they  may  now 
become  effective  upofl  the  date  set  by 
the  SRO  unless  the  Commission  orders 
a  stay. 

Proposed  Rule  19d-3  provides  proce¬ 
dures  for  applications  for  review  of  all 
final  disciplinary  sanctions,  membership 
denials,  and  similar  actions  of  SRO’s.  The 
Secretary  of  the  Commission  will  serve 
a  copy  of  the  application  for  review  on 
the  SRO  which,  within  10  days,  must 
certify  and  file  with  the  Commission  one 
copy  of  the  record  and  three  copies  of  an 
index  of  the  record.  The  Secretary  will 
then  serve  on  the  parties  copies  of  the 
index  and  any  papers  subsequently  filed. 
The  applicant  may  file  a  brief  within  20 
days  after  receipt  of  the  copy  of  the  in¬ 
dex  and,  within  20  days  thereafter,  the 
SRO  shall  file  its  brief.  Oral  argument 
may  be  requested  by  the  applicant  or 
the  SRO  which  request  may  be  granted  or 


“Under  section  19(d)(1),  the  appropriate 
Federal  bank  regulatory  agencies  are  directed 
to  prescribe  the  form  of  notice  for  disciplin¬ 
ary  and  denial  actions  of  bank  clearing  agen¬ 
cies  against  non-bank  participants,  where 
the  Commlslon  has  appellate  Jurisdiction. 

u  Section  17A(d)  (3)  (A)  (1)  requires  that 
the  Commission  and  the  bank  regulatory 
agencies  consult  with  and  request  the  views 
of  the  other  agencies  "at  least  fifteen  days 
prior  to  the  Issuance  for  public  comment  of 
any  proposed  rule"  or  adoption  of  any  rule 
relating  to  a  bank  clearing  agency. 


denied  in  the  discretion  of  the  Commis¬ 
sion.  These  procedures  are  essentially 
the  same  as  those  found  in  present  Rule 
15Ag-l  (as  to  the  NASD) ,  which  is  pro¬ 
posed  to  be  rescinded. 

Proposed  Rule  19h-l 

Prposed  Rule  19d-l  excludes  from  its 
scope  (in  paragraph  (a))  notice  of  an 
SRO  action  to  condition  or  limit  mem¬ 
bership,  participation  or  association  with 
a  member  or  access  to  services  based 
upon  a  statutory  disqualification,  as  de¬ 
fined  in  section  3(a)  (39)  of  the  Act, 
where  the  SRO  and  the  parties  involved 
have  agreed  on  the  conditions  or  limita¬ 
tions.  Such  notices  would  have  to  be  filed 
under  Rule  19h-l.  This  separate  treat¬ 
ment  of  such  actions  is  proposed  to  be 
required  since,  as  has  been  past  practice 
with  the  NASD  (see  present  Rule  15Ab-l, 
which  proposed  Rule  19h-l  would  re¬ 
place),  all  of  these  matters  would  be  re¬ 
viewed  by  the  Commission  (for  all 
SRO’s)  on  the  merits,  and  not  merely 
where  an  appeal  had  been  taken  from  the 
SRO  action  or  the  Commission  called  up 
the  matter.  Thus,  Rule  19h-l,  which 
would  establish  that  review  mechanism, 
would  require  the  immediate  submission 
of  the  full  record  in  the  proceeding  be¬ 
fore  the  SRO  In  all  such  instances  and 
not  simply  an  initial,  summary  report  of 
action  (or  proposed  action)  as  in  other 
kinds  of  adjudications.1* 

Paragraph  (a)  of  proposed  Rule  19h-l 
requires  the  filing  of  the  notice  and  sup¬ 
porting  record  of  the  proposed  admission 
or  continuance,  but  paragraph  (b)  pro¬ 
vides  that  after  the  first  filing  of  such 
notice  by  any  SRO,  a  second  notice  re¬ 
specting  the  same  proposed  employment 
need  not  be  filed  by  another  SRO  if  the 
second  SRO  agrees  with  the  terms  and 
conditions  of  the  notice  filed  by  the  first 
SRO. 

Paragraph  (c)  sets  forth  the  contents 
of  the  notice  of  admission  or  continuance 
and  Includes,  among  other  things,  a  pro¬ 
vision  (subparagraph  (6))  calling  for 
identification  of  any  other  interested 
SRO  which  has  indicated  its  agreement 
with  the  terms  and  conditions  of  the  pro¬ 
posed  admission  or  continuance,  thus 
providing  the  basis  for  an  administrative 
procedure  for  specifically  alerting  the 
other  SRO’s  involved  to  the  notice  and 
giving  to  the  Commission  an  indication 
of  the  acquiescence  of  such  SRO’s,  if  they 
concur  in  the  proposal.  Paragraphs  (b) 
and  (c)  (6)  are  intended  to  permit  avoid¬ 
ance  of  duplicate  proceedings  before  in¬ 
terested  SRO’s. 

Paragraph  (d)  provides  generally  that, 
at  the  time  of  the  filing  of  a  notice,  an 
application  may  be  made  directly  to  the 
Commission  for  an  order  stating  that  the 
Commission  will  not  proceed  under  sec- 


“  Proposals  by  SRO's  for  admissions  or 
continuance  In  business  of  disqualified  per¬ 
sons  previously  were  submitted  only  by  the 
NASD  pursuant  to  current  Rule  15Ab-l. 
Such  actions  may  now  be  proposed  by  any 
SRO,  Including  an  exchange  or  clearing 
agency.  Before  the  1975  Amendments  there 
were  no  specific  statutory  provisions  relating 
to  Commission  oversight  of  the  exchanges 
and  exchange  clearing  agencies  In  this  area. 


tion  15(b»  or  19<h> ,  notwithstanding  the 
disqualification.’* 

The  notice  provisions  of  sections  0(c) 
(2),  15A(g)(2),  and  17A(b)  (4)  (A)  of 
the  Act  (which  Rule  19h-l  would  im¬ 
plement  in  part)  specifically  require  no¬ 
tices  (at  least  30  days  in  advance)  to  the 
Commission  respecting  only  proposed 
admissions  of  disqualified  persons  by 
SRO’s:  in  contrast,  paragraph  (a)  of  the 
proposed  Rule  requires  the  filing  of  a  no¬ 
tice  not  only  where  the  SRO  has  deter¬ 
mined  to  admit  a  disqualified  person 
seeking  entry  or  re-entry,  but  also  where 
the  SRO  proposes  to  continue  a  disquali¬ 
fied  person  In  membership  or  association. 
The  reason  for  this  is  that,  in  either  type 
of  situation,  the  Commission,  depending 
upon  the  nature  of  the  disqualification, 
may  have  independent  authority  under 
section  15(b)  or  19(h)  effectively  to  pre¬ 
vent  the  admission  or  continuance  and 
will  need  to  have  the  information  called 
for  in  the  notice  to  determine  if  it  wishes 
to  exercise  that  power. 

Paragraph  (e)  describes  the  contents 
of  the  application  made  pursuant  to 
paragraph  (d)  and  paragraph  (f )  is  defi¬ 
nitional. 

Finally,  paragraphs  (g)  and  (h)  set 
forth  the  procedures  for  Commission 
consideration  of  a  paragraph  (d)  appli¬ 
cation. 

Public  Disclosure  of  SRO 

Adjudicatory  Proceedings 

Before  the  enactment  of  the  1975 
Amendments,  there  were  no  Commission 
rules  or  procedures  (except  in  the  case 
of  appeals  from  NASD  disciplinary  ac¬ 
tions)  governing  disclosure  to  the  public 
of  the  details  concerning  individual  dis¬ 
ciplinary  actions  taken  by  self-regula¬ 
tory  organizations.  Reports  of  such  ac¬ 
tions  have  long  been  furnished  to  the 
Commission  informally  but  the  Commis¬ 
sion  generally  respected  the  wishes  and 
internal  policies  of  the  SRO’s  with  re¬ 
gard  to  the  public  (or  non-public)  treat¬ 
ment  of  their  proceedings. 

During  the  legislative  hearings  and  in¬ 
vestigations  that  led  eventually  to  the 
passage  of  the  1975  Amendments,  the 
Congressional  Committees  addressed 
themselves  to  that  disclosure  question. 
As  noted  above,  new  section  19(d)(1) 
provides  for  the  filing  of  reports  of  the 
self-regulatory  adjudicatory  proceedings 
with  the  Commission,  and  new  section  24 
(15  U.S.C.  78x)  provides  that,  for  pur¬ 
poses  of  the  Freedom  of  Information  Act, 
Commission  “records”  include  “all  •  •  • 
reports  •  •  •  and  other  documents  filed 


“Section  15(b)  (15  U.S.C.  780(b))  of  the 
Act  empowers  the  Commission  to  Impose 
sanctions,  including  revocation  of  broker- 
dealer  registration,  on  any  person  who  has 
been  found  to  have  committed  certain  of¬ 
fenses  (as  set  forth  In  paragraph  (4)  or  (8) 
of  that  Section) ,  which  findings  are  Included 
within  thoee  constituting  a  “statutory  dis¬ 
qualification”  (as  defined  In  section  3(a) 
(39)  (15  U.S.C.  78c(39)))  from  SRO  mem¬ 
bership  or  association.  In  addition.  Section 
19(h)  (15  U.S.C.  78s(h) )  empowers  the  Com¬ 
mission  to  suspend  or  bar  persons  from  SRO 
membership  or  association  based  on  similar 
types  of  findings. 
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with  or  otherwise.”  These  provisions  were 
derived  from  S.  249,  and  the  report  of  the 
Senate  Committee  accompanying  that 
bill,  in  commenting  on  the  proposed  pro¬ 
cedural  aspects  of  the  various  types  of 
SRO  adjudicatory  proceedings,  states: 14 

With  respect  to  all  three  types  of  quasl- 
&d  Judicatory  self-regulatory  proceedings— 
the  disciplining  of  a  member,  the  denial  of 
membership,  and  the  limitation  or  prohibi¬ 
tion  of  a  person’s  access  to  requested  serv¬ 
ices — the  Committee  believes  that  final  ac¬ 
tion  should  be  open  to  public  scrutiny.  As 
the  SEC’s  Advisory  Committee  on  Enforce¬ 
ment  Policies  and  Practices  has  pointed  out: 

“The  absence  of  adequate  publicity  con¬ 
cerning  disciplinary  proceedings  conducted 
by  the  self-regulatory  organizations  tend  to 
diminish  public  and  Investor  confidence  in 
the  efficacy  of  self-regulatory  and  lessens  the 
value  of  these  proceedings  as  a  means  of  es¬ 
tablishing  guidelines  for  the  conduct  of 
their  members.  TJnlike  the  Commission,  these 
organizations  do  not  publicize  findings  of 
violations  In  all  cases,  and  In  proceedings 
that  are  publicly  disclosed  the  release  gen¬ 
erally  contains  only  a  summary  description 
of  the  violation  and  the  sanction  imposed. 
The  Committee  recommends  that  the  Com¬ 
mission  request  the  self -regulatory  organiza¬ 
tions  to  reconsider  their  policies  governing 
the  publicity  given  to  disciplinary  proceed¬ 
ings.  , 

We  believe  that  In  order  for  these  organi¬ 
zations  to  play  an  effective,  coordinate  role 
in  the  self-regulatory  system,  their  proce¬ 
dures  and  the  standards  on  which  their  de¬ 
cisions  are  based  should  be  opened  to  public 
scrutiny.” 

The  Committee  agrees  with  the  Advisory 
Committee’s  conclusion,  but  It  also  believes 
that  full  and  adequate  disclosure  of  quasi - 
adjudicatory  actions  Is  a  matter  of  sufficient 
importance  not'  to  be  left  to  the  "recon- 
slderatlon”  of  the  self-regulatory  agencies. 
Accordingly,  Section  19(d)  would  require 
the  self-regulatory  organizations  to  file  with 
the  appropriate  regulatory  agency  for  the 
self-regulatory  organization,  and  with  the 
appropriate  regulatory  agency  for  the  mem¬ 
ber,  participant,  applicant  or  other  person 
affected  (If  other  than  the  appropriate 
regulatory  agency  for  the  self -regulatory  or¬ 
ganization)  ,  notice  of  all  final  quasl-adjudl- 
catory  actions  affecting  members  and  non¬ 
members.  That  agency  would  have  the  power 
to  prescribe  the  Information  to  be  Included 
in  the  notices,  and  if  would  be  required  to 
make  all  notices  available  for  public  inspec¬ 
tion.  [Emphasis  supplied.] 

In  light  of  this  statement  of  legisla¬ 
tive  intent  and  Congressional  policies 
incorporated  in  recent  amendments  to 
the  FOIA,  all  reports  filed  with  the  Com¬ 
mission  pursuant  to  these  proposed  rules 
which  contain  findings  of  violations  or 
other  failures  to  comply  with  applicable 
requirements  of  the  Act,  rules  and  regu¬ 
lations  thereunder,  or  rules  of  the  SRO’s 
would  be  maintained  in  Commission  files 
that  would  be  available  for  public  inspec¬ 
tion.  However,  the  Commission  still  has 
under  consideration  whether  reports 
where  no  violation  or  failure  to  comply 
with  applicable  requirements  has  been 
found  should  be  publicly  available,  al¬ 
though  the  Commission  would  consider 
“nonadverse”  reports  in  the  course  of 


14  Securities  Acts  Amendments  of  1975.  Re¬ 
port  of  the  Senate  Comm,  on  Banking,  Hous¬ 
ing  and  Urban  Affairs  to  Accompany  S.  149,  S. 
Rep.  No.  75,  84th  Cong.,  1st  S ess.  26  (1975). 


its  continuing-  oversight  of  SRO’s  The 
Commission  would  welcome  comments  on 
this  question. 

Proposed  Securities.  Exchange  Act 
Rules  19d-l,  19d-2,  19d-3  and  19h-l 
would  be  adopted  under  the  Act  and  par¬ 
ticularly  sections  6,  15A,  17,  17A,  19  and 
23  thereof.  The  proposed  rules  are  as 
follows: 

§  240.19d—  1  Notice*  by  self -regulatory 
organizations  of  final  disciplinary 
actions,  denials,  bars,  or  limitations 
respecting  membership,  association, 
participation,  or  access  to  services, 
and  summary  suspensions. 

(a)  General.  If  any  self -regulatory 
organization  for  which  the  Commission 
is  the  appropriate  regulatory  agency 
takes  any  action  described  in  this  rule  to 
which  the  person  affected  thereby  has 
consented  and  such  action — 

(1)  Conditions  or  limits  membership  or 
participation  in,  association  with  a  mem¬ 
ber  of,  or  access  to  services  offered  by, 
such  organization  or  a  member  thereof 
and 

(2)  Is  based  upon  a  statutory  disquali¬ 
fication  defined  in  section  3(a) (39)  of 
the  Act, 

notice  thereof  shall  be  filed  under  Rule 
19h-l  and  not  under  this  rule. 

(b)  The  notice  requirement  of  section 
19(d)  (1)  of  the  Act,  concerning  an  action 
subject  to  such  section  taken  by  a  self- 
regulatory  organization  for  which  the 
Commission  is  the  appropriate  regulatory 
agency,  shall  be  satisfied  by  any  notice 
with  respect  to  such  action  (including  a 
notice  filed  pursuant  to  this  rule)  which 
contains  the  information  required  in  the 
statement  supporting  the  organization’s 
determination  required  by  section  6(d) 

(1)  or  (2),  section  15A(h)  (1)  or  (2),  or 
section  17A(b)  (5)  (A)  or  (B)  of  the  Act, 
as  appropriate. 

(c)  Notice  of  final  disciplinary  action. 
Any  self -regulatory  organization  for 
which  the  Commission  is  the  appropri¬ 
ate  regulatory  agency  that  takes  any 
final  disciplinary  action  with  respect  ,  to 
any  person  shall  promptly  file  a  notice 
thereof  with  the  Commission  in  accord¬ 
ance  with  paragraph  (d)  of  this  sec¬ 
tion.  F8r  the  purposes  of  this  rule,  a 
“final  disciplinary  action”  shall  mean 
the  imposition  of  any  final  disciplinary 
sanction  pursuant  to  section  6(b)(6), 
15A(b)  (7),  or  17A(b)  (3)  (G)  of  the  Act 
or  other  action  of  a  self-regulatory  or¬ 
ganization  which,  after  notice  and  op¬ 
portunity  for  hearing,  results  in  any  final 
disposition  of  charges  of : 

(1)  One  or  more  violations  of — 

(1)  The  rules  of  such  organization ; 

(ii)  The  provisions  of  the  Act  or  rules 

thereunder:  or  — 

(iii)  In  the  case  of  a  municipal  securi¬ 
ties  broker  or  dealer,  the  rides  of  the 
Municipal  Securities  Rulemaking  Board ; 

(2)  Acts  or  practices  constituting  a 
statutory  disqualification  of  a  type  de¬ 
fined  in  subparagraph  (D)  or  (E)  (ex¬ 
cept  prior  convictions)  of  section  3(a) 
(39)  of  the  Act;  or 

(3)  In  the  case  of  a  proceeding  by  a 
national  securities  exchange  or  registered 
securities  association  based  on  section 


6(c)  (3)  (A)  (ii),  6(c)(3)(B)  (ii),  15A(g) 

(3)  (A)  (ii) ,  or  15A(g)  (3)  (B)  (ii)  of  the 
Act,  acts  or  practices  inconsistent  with 
just  and  equitable  principles  of  trade. 

(d)  Contents  of  notice  required  by 
paragraph  (c) .  Any  notice  filed  pursuant 
to  paragraph  (c)  of  this  section  shall 
consist  of  the  following,  as  appropriate: 

(1)  The  name  of  the  respondent  con¬ 
cerned  together  with  his  last  known  place 
of  residence  or  business  as  reflected  on 
the  records  of  the  self-regulatory  or¬ 
ganization  and  the  name  of  the  person, 
committee,  or  other  organizational  unit 
which  brought  the  charges  involved ; 

(2)  A  statement  describing  the  inves¬ 
tigative  or  other  origin  of  the  action; 

(3)  As  charged  in  the  proceeding,  the 
specific  provisions  of  the  Act,  the  rides 
or  regulations  thereunder,  the  rules  of 
the  organization,  and,  in  the  case  of  a 
registered  securities  association,  the  rules 
of  the  Municipal  Securities  Rulemaking 
Board,  and,  in  the  event  a  violation  of 
other  statutes  or  rules  constitutes  a  vio¬ 
lation  of  any  rule  of  the  organization, 
such  other  statutes  or  rules;  and  the  an¬ 
swer  of  the  respondent  to  the  charges. 

(4)  A  statement  setting  forth  findings 
of  fact  with  respect  to  any  act  or  prac¬ 
tice  which  such  respondent  was  charged 
with  having  engaged  in  or  omitted;  the 
conclusion  of  the  organization  as  to 
whether  such  respondent  is  deemed  to 
have  violated  any  provision  covered  by 
the  charges ;  and  a  statement  of  the  or¬ 
ganization  in  support  of  the  resolution 
of  the  principal  issues  raised  in  the  pro¬ 
ceedings  ; 

(5)  A  statement  describing  any  sanc¬ 
tion  imposed,  the  reasons  therefor,  and 
the  date  upon  which  such  sanction  has 
or  will  become  effective,  together  with 
a  finding,  if  appropriate,  as  to  whether 
such  respondent  was  a  cause  of  any 
sanction  Imposed  upon  any  other  per¬ 
son; 

(6)  A  statement  concerning  whether 
any  stay  of  any  sanction  imposed  should 
be  granted,  pending  final  determination 
on  review  thereof  by  the  Commission,  if 
any  person  aggrieved  thereby  applies 
for  such  review;  and 

(7)  Such  other  matters  as  the  organi¬ 
zation  may  deem  relevant. 

(e)  Notice  of  final  denial,  bar  prohibi¬ 
tion,  termination  or  limitation  based  on 
qualification  or  administrative  rules. 
Any  self-regulatory  organization  for 
which  the  Commission  is  the  appropri¬ 
ate  regulatory  agency  that  takes  any 
final  action  with  respect  to  any  person 
constituting  a  denial,  bar,  prohibition, 
or  limitation  of  membership,  participa¬ 
tion  or  association  with  a  member,  or  of 
access  to  services  offered  by  a  self-regu¬ 
latory  organization  or  a  member  thereof, 
and  which  is  based  on  an  alleged  failure 
of  any  person  to: 

(1)  Pass  any  test  or  examination  re¬ 
quired  by  the  rules  of  the  Commission  or 
such  organization; 

(2)  Comply  with  other  qualification 
standards  established  by  rules  of  the 
Commission  or  such  organization;  or 

(3)  Comply  with  any  administrative 
requirements  of  such  organization  (in¬ 
cluding  failure  to  pay  entry  or  other  dues 
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or  fees  or  to  file  prescribed  forms  or  re¬ 
ports)  not  involving  charges  of  viola¬ 
tions  which  may  lead  to  a  disciplinary 
sanction 

shall  not  be  considered  a  “disciplinary 
action”  for  purposes  of  paragraph  (c)  of 
this  section;  but  notice  thereof  shall  be 
promptly  filed  with  the  Commission  in 
accordance  with  paragraph  (f)  of  this 
section,  provided,  however,  that  no  dis¬ 
position  of  a  matter  shall  be  considered 
“final”  pursuant  to  this  paragraph  which 
results  merely  from  a  notice  of  such  fail¬ 
ure  to  the  person  affected,  if  such  person 
has  not  sought  an  adjudication,  includ¬ 
ing  a  hearing,  or  otherwise  exhausted 
his  administrative  remedies  within  such 
organization  with  respect  to  such  a 
matter. 

(f)  Contents  of  notice  required  by 
paragraph  (e) .  Any  notice  filed  pursuant 
to  paragraph  (e)  of  this  section  shall 
consist  of  the  following,  as  appropriate: 

(1)  The  name  of  each  person  con¬ 
cerned  together  with  his  last  known 
place  of  residence  or  business  as  reflected 
on  the  records  of  the  organization; 

(2)  The  specific  provisions  of  the  Act, 
the  rules  or  regulations  thereunder,  the 
rules  of  the  organization,  and,  in  the 
case  of  a  registered  securities  association, 
the  rules  of  the  Municipal  Securities 
Rulemaking  Board,  upon  which  the  ac¬ 
tion  of  the  organization  was  based;  and 
the  answer  of  the  person  concerned; 

(3)  A  statement  setting  forth  findings 
of  fact  and  conclusions  as  to  each  alleged 
failure  of  the  person  to  pass  any  required 
examination,  comply  with  other  qual¬ 
ification  standards,  or  comply  with  ad¬ 
ministrative  obligations,  and  a  statement 
of  the  organization  in  support  of  the 
resolution  of  the  principal  issues  raised 
in  the  proceeding; 

(4)  The  date  upon  which  such  action 
has  or  will  become  effective;  and 

(5)  Such  other  matters  as  the  organi¬ 
zation  deems  relevant. 

(g)  Notice  of  final  action  based  upon 
prior  adjudicated  statutory  disqualifica¬ 
tions.  Any  self-regulatory  organization 
for  which  the  Commission  is  the  appro¬ 
priate  regulatory  agency  that  takes  any 
final  action  with  respect  to  any  person 
which: 

(1)  Denies  or  conditions  membership 
or  participation  in  or  association  with  a 
member  of  such  organization  or  prohibits 
or  limits  access  to  services  offered  by 
such  organization  or  a  member  thereof; 
and 

(2)  Is  based  upon  a  statutory  disqual¬ 
ification  of  a  type  defined  in  subpara¬ 
graph  (A),  (B),  or  (C)  of  section  3(a) 
(39)  of  the  Act  or  consisting  of  a  prior 
conviction,  as  described  in  subparagraph 
(E)  of  said  section  3(a)  (39) 

shail  promptly  file  a  notice  of  such  ac¬ 
tion  with  the  Commission  in  accordance 
with  paragraph  (h)  of  this  section,  pro¬ 
vided,  however,  that  no  disposition  of  a 
matter  shall  be  considered  “final”  pur¬ 
suant  to  this  paragraph  where  such  per¬ 
son  has  not  sought  an  adjudication.  In¬ 
cluding  a  hearing,  or  otherwise  ex¬ 
hausted  his  administrative  remedies 


within  such  organization  with  respect  to 
such  a  matter. 

(h)  Contents  of  notice  required  by 
paragraph  ( g > .  Any  notice  filed  pursuant 
to  paragraph  (g)  of  this  section  shall 
consist  of  the  following,  as  appropriate: 

(1)  The  name  of  the  person  concerned, 
together  with  his  last  known  place  of 
residence  or  business,  as  reflected  on  the 
records  of  the  organization; 

(2)  A  statement  setting  forth  the  prin¬ 
cipal  issues  raised,  the  answer  of  any 
person  concerned,  and  a  statement  of 
the  organization  in  support  of  the  resolu¬ 
tion  of  the  principal  issues  raised  in  the 
proceeding; 

(3)  Any  description  furnished  by  or  on 
behalf  of  the  person  concerned  of  the 
activities  engaged  in  by  the  person  since 
the  adjudication  upon  which  the  dis¬ 
qualification  is  based; 

(4)  Any  description  furnished  by  or  on 
behalf  of  the  person  concerned  of  the 
prospective  business  or  employment  in 
which  the  person  plans  to  engage  and 
the  manner  and  extent  of  supervision  to 
be  exercised  over  and  by  such  person; 

(5)  A  copy  of  the  order  or  decision  of 
the  court,  the  Commission  or  the  self- 
regulatory  organization  which  adjudi¬ 
cated  the  matter  giving  rise  to  such  stat¬ 
utory  disqualification; 

(6)  The  nature  of  the  action  taken  and 
the  daw  upon  which  such  action  is  to  be 
made  effective ;  and 

(7)  Such  other  matters  as  the  organi¬ 
zation  deems  relevant. 

(i)  Notice  and  contents  of  notice  of 
summary  suspension  of  membership, 
participation,  or  association,  or  summary 
limitation  or  prohibition  of  access  to 
services.  If  any  self -regulatory  organiza¬ 
tion  for  which  the  Commission  is  the 
appropriate  regulatory  agency  summarily 
suspends  a  member,  participant,  or  per¬ 
son  associated  with  a  member,  or  sum¬ 
marily  limits  or  prohibits  any  person 
with  respect  to  access  to  or  services  of¬ 
fered  by  the  organization  or  (in  the  case 
of  a  national  securities  exchange  or  as¬ 
sociation)  a  member  thereof  pursuant 
to  the  provisions  of  section  6(d)  (3),  15A 
(h)  (3)  or  17A(b)  (5)  (C)  of  the  Act,  such 
organizations  shall,  within  24  hours  of 
the  effectiveness  of  such  summary  sus¬ 
pension,  limitation  or  prohibition  notify 
the  Commission  of  such  action,  which 
notice  shall  contain  at  least  the  following 
information : 

(1)  The  name  of  the  person  concerned 
together  with  his  last  known  place  of 
residence  or  business  as  reflected  on  the 
records  of  the  organization; 

(2)  The  date  upon  which  such  sum¬ 
mary  action  has  or  will  become  effective ; 

(3)  If  such  summary  action  is  based 
upon  the  provisions  of  section  6(d)  (3) 

(A)  ,  15A(h)  (3)  (A) ,  or  17A(b)  (5)  (C)  (i) 
of  the  Act,  a  copy  of,  or  an  appropriate 
citation  to,  the  relevant  order  or  deci¬ 
sion  of  the  self -regulatory  organization; 

(4)  If  such  summary  action  is  based 
upon  the  provisions  of  section  6(d)  (3) 

(B)  or  (C),  15A (h)(3)  (B)  or  (C),  or 
17A(b)  (5)  (C)  (ii)  or  (iii)  of  the  Act,  a 
statement  describing,  as  appropriate: 

(i)  The  default  of  any  delivery  of 
funds  or  securities  to  any  clearing  facil¬ 


ity  upon  which  such  organization  deter¬ 
mined  that  such  suspension  was  neces¬ 
sary  for,  or  the  member  could  not  be 
permitted  to  continue  to  do  business 
with,  safety  to  such  organization,  inves¬ 
tors,  creditors  or  members  of  or  partici¬ 
pants  in  the  organization; 

(ii)  The  financial  or  operating  diffi¬ 
culty  of  the  member  or  participant  upon 
which  such  organization  determined  that 
the  member  or  participant  could  not  be 
permitted  to  continue  to  do  business  with 
safety  to  investors,  creditors  or  other 
members  of  or  participants  in  the  orga¬ 
nization;  or 

(iii)  The  failure  to  meet  qualification 
requirements  or  other  prerequisites  for 
access  and  the  basis  upon  which  such 
organization  determined  that  the  person 
concerned  could  not  be  permitted  to  con¬ 
tinue  to  have  access  with  safety  to  in¬ 
vestors,  creditors,  the  organization,  or 
members  of  the  organization. 

(5)  The  nature  and  effective  date  of 
the  suspension,  limitation  or  prohibition; 
and 

(6>  Such  other  matters  as  the  organi¬ 
zation  deems  relevant. 

§  240. 19d— 2  Applications  for  stays  of 
disciplinary  sanctions  or  summary 
suspensions  by  a  self -regulatory  or¬ 
ganization.  ~"J 

If  any  self -regulatory  organization  im¬ 
poses  any  final  disciplinary  sanction  pur¬ 
suant  to  section  6(b)(6),  15A(b)  (7)  or 
17A(b)(3XG)  of  the  Act,  or  summarily 
suspends  or  limits  or  prohibits  access 
pursuant  to  section  6<d'(3),  15A(h)  (3) 
or  17A(b)  (5)  (C)  of  the  Act,  any  person 
aggrieved  thereby  for  which  the  Com¬ 
mission  is  the  appropriate  regulatory 
agency  may  file  with  the  Commission,  by 
telegram  or  otherwise,  a  request  for  a 
stay  of  imposition  of  such  action.  Such 
request  shall  be  in  writing  and  shall 
include  a  statement  as  to  why  such  stay 
should  be  granted. 

§  240. 19d— 3  Applications  for  review  of 
final  disciplinary  sanctions,  denials 
of  membership,  participation  or  asso¬ 
ciation,  or  prohibitions  or  limitations 
of  access  to  services  imposed  by  self- 
regulatory  organizations. 

(a)  Proceedings  on  an  application  to 
the  Commission  under  section  19(d)(2) 
of  the  Act  for  review  of  any  final  dis¬ 
ciplinary  sanction,  denial  or  conditioning 
of  membership  or  participation,  or 
prohibition  or  limitation  with  respect  to 
access  to  services  offered  by  a  self -regu¬ 
latory  organization  or  a  member  thereof 
by  any  such  organization  shall  be  gov¬ 
erned  by  this  rule. 

(b)  An  application  for  review  pursu¬ 
ant  to  section  19(d)  (2)  of  the  Act  shall 
be  filed  with  the  Commission  within  30 
days  after  notice  thereof  was  filed  pur¬ 
suant  to  section  19(d)  (1)  of  the  Act  and 
received  by  the  aggrieved  person  applying 
for  review,  or  within  such  longer  period 
as  the  Commission  m^y  determine.  The 
Secretary  of  the  Commission  shall  serve 
a  copy  of  the  application  on  the  self- 
regulatory  organization,  which  shall, 
within  ten  days  after  receipt  of  the  appli¬ 
cation,  certify  and  file  with  the  Com¬ 
mission  one  copy  of  the  record  upon 
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which  the  action  complained  of  was 
taken,  together  with  three  copies  of  an 
index  to  such  record.  The  Secretary  shall 
serve  upon  the  parties  copies  of  such 
index  and  any  papers  subsequently  filed. 

<c)  Within  20  days  after  receipt  of  a 
copy  of  the  index,  the  applicant  shall 
file  a  brief  or  other  statement  in  support 
of  his  application  which  shall  state  the 
specific  grounds  on  which  the  applica¬ 
tion  is  based,  the  particular  findings  of 
the  organization  to  which  objection  is 
taken,  and  the  relief  sought.  Any  appli¬ 
cation  not  perfected  by  such  timely  brief 
or  statement  may  be  dismissed  as  aban¬ 
doned. 

<d)  Within  20  days  after  receipt  of 
the  applicant’s  brief  or  statement  the 
organization  may  file  an  answer  thereto, 
and  within  10  days  of  receipt  of  any 
such  answer  the  applicant  may  file  a 
reply.  Any  such  papers  not  filed  within 
the  time  provided  by  paragraphs  (b), 

(c)  or  (d)  of  this  section  will  not  be 
received  except  upon  special  permission 
of  the  Commission. 

(e)  On  its  own  motion,  the  Commis¬ 
sion  may  direct  that  the  record  under  re¬ 
view  be  supplemented  with  such  addi¬ 
tional  evidence  as  it  may  deem  relevant. 
Nevertheless,  the  self -regulatory  organi¬ 
zation  and  persons  who  may  be  aggrieved 
by  its  action  shall  be  obliged  to  adduce 
all  evidence  that  they  deem  relevant  in 
the  proceedings  before  the  organization, 
and  no  such  person  shall  be  entitled  to 
adduce  additional  evidence  unless  he 
shows  to  the  satisfaction  of  the  Commis¬ 
sion  that  such  additional  evidence  is  ma¬ 
terial  and  that  there  were  reasonable 
grounds  for  his  failure  to  adduce  such 
evidence  in  such  proceedings.  Any  re¬ 
quest  for  leave  to  adduce  additional  evi¬ 
dence  shall  be  filed  promptly  so  as  not 
to  delay  the  disposition  of  the  proceeding. 

(f)  Oral  argument  before  the  Com¬ 
mission  may  be  requested  by  the  appli¬ 
cant  or  the  organization  as  follows:  (1) 
By  the  applicant  with  his  brief  or  state¬ 
ment  or  within  10  days  after  receipt  of 
the  organization’s  answer,  or  (2)  by  the 
organization  with  its  answer.  The  Com¬ 
mission,  in  its  discretion,  may  grant  or 
deny  any  request  for  oral  argument  and, 
where  it  deems  it  appropriate  to  do  so, 
the  Commission  will  consider  an  appli¬ 
cation  on  the  basis  of  the  papers  filed 
by  the  parties,  without  oral  argument. 

(g)  The  rules  of  practice  shall  apply 
to  review  proceedings  under  this  rule  to 
the  extent  that  they  are  not  inconsist¬ 
ent  with  this  rule.  Attention  is  directed 
particularly  to  Rule  22  of  the  rules  of 
practice  relating  to  the  form  of  papers 
and  number  of  copies  to  be  filed. 

§  240.19H— 1  Notice  l»y  a  self-regulatory 
organization  of  proposed  admission 
to  or  continuance  in  membership  or 
participation  or  association  with  a 
member  of  any  person  subject  to  a 
statutory  disqualification  and  appli¬ 
cations  to  the  Commission  for  relief 
therefrom. 

(a)  Notice  of  admission  or  continuance 
notwithstanding  a  statutory  disqualifi¬ 
cation.  Any  self-regulatory  organization 
proposing,  conditionally  or  uncondition¬ 
ally,  to  admit  or  continue  any  person  in 


membership  or  participation  or  (in  the. 
case  of  a  national  securities  exchange 
or  registered  securities  association)  as¬ 
sociation  with  a  member,  notwithstand¬ 
ing  a  statutory  disqualification  as  to  such 
person  defined  in  section  3(a)  (39)  of 
the  Act,  shall  file  a  notice  with  the  Com¬ 
mission  of  such  proposed  admission  or 
continuance.  If  such  person  has  not  con¬ 
sented  to  such  proposal,  notice  of  the  or¬ 
ganization’s  action  shall  be  filed  pur¬ 
suant  to  Rule  19d-l  under  the  Act  and 
not  under  this  Rule. 

( 1 )  The  notice  requirements  of  section 
6(0  (2) ,  15A(g)  (2) ,  17A(b)  (4)  (A)  or  19 

(d)(1)  of  the  Act  concerning  an  action  of 
a  self -regulatory  organization  subject  to 
one  (or  more)  of  such  sections  and  this 
paragraph  shall  be  satisfied  by  a  notice 
with  respect  to  such  action  filed  in  ac¬ 
cordance  with  paragraph  (c)  of  this  sec¬ 
tion. 

(b)  Subsequent  notices.  If  a  notice  has 
been  previously  filed  pursuant  to  this 
rule  by  a  self-regulatory  organization, 
any  other  such  organization  need  not  file 
a  separate  notice  pursuant  to  this  rule 
with  respect  to  the  same  matter  if  such 
other  organization  agrees  with  the  terms 
and  conditions  of  the  notice  so  filed. 

(c)  Contents  of  notice  of  admission  or 
continuance.  A  notice  filed  with  the 
Commission  pursuant  to  paragraph  (a) 
of  this  section  shall  contain  the  follow¬ 
ing: 

(1)  The  name  of  the  person  concerned 
together  with  his  last  known  place  of 
residence  or  business  as  reflected  on  the 
records  of  the  organization; 

(2)  The  basis  for  any  such  disquali¬ 
fication  from  membership,  participation 
or  association  including  (if  based  on  a 
prior  adjudication)  a  copy  of  the  order 
or  decision  of  the  court,  the  Commission 
or  the  self -regulatory  organization 
which  adjudicated  the  matter  giving  rise 
to  such  disqualification; 

(3)  In  the  case  of  an  admission,  the 
date  upon  which  it  is  proposed  by  the 
organization  that  such  membership,  par¬ 
ticipation  or  association  shall  become  ef¬ 
fective,  which  shall  not  be  less  than  30 
days  from  the  date  upon  which  the  Com¬ 
mission  receives  the  notice; 

(4)  A  description  by  or  on  behalf  of 
the  person  concerned  of  the  activities 
engaged  in  by  the  person  since  the  dis¬ 
qualification  arose,  the  prospective  busi¬ 
ness  or  employment  in  which  the  person 
plans  to  engage  and  the  manner  and  ex¬ 
tent  of  supervision  to  be  exercised  over 
by  such  person; 

(5)  If  a  hearing  on  the  matter  has 
been  held  by  the  organization,  a  certi¬ 
fied  record  of  the  hearing  together  with 
copies  of  any  exhibits  introduced 
therein ; 

(6)  An  identification  of  any  other  self- 
regulatory  organization  which  has  indi¬ 
cated  its  agreement  with  the  terms  and 
conditions  of  the  proposed  admission  or 
continuance;  and 

(7)  Such  other  matters  as  the  organi¬ 
zation  or  person  deems  relevant. 

If  the  notice  contains  assertions  of  ma¬ 
terial  facts  not  a  matter  of  record  before 
the  self-regulatory  organization,  such 
facts  shall  be  sworn  to  by  affidavit.  The 
notice  may  be  accompanied  by  a  brief. 


(d)  Application  to  the  Commission  for 
relief  from  certain  statutory  disqualifica¬ 
tions.  The  filing  of  a  notice  pursuant  to 
paragraph  (a)  of  this  section  shall  nei¬ 
ther  affect  nor  foreclose  any  action  which 
the  Commission  may  take  with  respect  to 
such  person  pursuant  to  the  provisions  of 
section  15(b)  or  19(h)  of  the  Act  or  any 
rule  thereunder.  Accordingly,  a  notice 
filed  pursuant  to  paragraph  (a)  of  this 
section  with  respect  to  the  membership,^* 
participation,  or  association  of  any  per¬ 
son  subject  to  an  “applicable  disqualifi¬ 
cation,”  as  defined  in  paragraph  (f)  of 
this  section,  may  be  accompanied  by 
an  application  by  or  on  behalf  of  the  per¬ 
son  concerned  to  the  Commission  for  an 
order  declaring,  as  applicable,  that  not¬ 
withstanding  such  disqualification,  the 
Commission: 

(1)  Will  not  institute  proceedings  pur¬ 
suant  to  section  15(b)  (1)  (B),  15(b)  (4), 
15(b)(6)  or  19(h)  (2)  or  (3)  of  the  Act 
if  such  person  seeks  to  obtain  or  con¬ 
tinue  registration  as  a  broker  or  dealer 
or  association  with  a  broker  or  dealer 
so  registered,  or  membership  or  partic¬ 
ipation  in  a  self -regulatory  organiza¬ 
tion  ; 

(2)  Will  not  direct  otherwise,  as  pro¬ 
vided  in  section  6(c)(2),  15A(g)  (2)  or 
17A(b)  (4)  (A)  of  the  Act;  and 

(3)  Will  deem  such  person  qualified 

pursuant  to  Rule  15b8-2  (17  CFR 

240.15b8-2)  under  the  Act. 

The  Commission  may,  in  its  discretion 
and  subject  to  such  terms  and  condi¬ 
tions  as  it  deems  necessary,  issue  such 
an  order  if  it  find  it  appropriate  in  the 
public  interest,  for  the  protection  of  in¬ 
vestors,  or  otherwise  in  furtherance  of 
the  purposes  of  the  Act. 

(e)  Contents  of  application  to  the 
Commission.  An  application  to  the  Com¬ 
mission  pursuant  to  paragraph  (d)  of 
this  rule  shall  consist  of  the  following, 
as  appropriate: 

(1)  The  name  of  the  person  subject  to 
the  disqualification  together  with  his 
last  known  place  of  residence  or  business 
as  reflected  on  the  records  of  the  organi¬ 
zation; 

(2)  A  copy  of  the  order  or  decision  of 
the  court,  the  Commission  or  the  self- 
regulatory  organization  which  ad¬ 
judicated  the  matter  giving  rise  to  such 
“applicable  disqualification;” 

(3)  The  nature  of  the  relief  sought 
and  the  reasons  therefor; 

(4)  A  description  of  the  activities  en¬ 
gaged  in  by  the  person  since  the  dis¬ 
qualification  arose;  . 

(5)  A  description  of  the  prospective 
business  or  employment  in  which  the 
person  plans  to  engage  and  the  manner 
and  extent  of  supervision  to  be  exercised 
over  and  by  such  person : 

(6)  If  a  hearing  on  the  matter  has 
been  held  by  the  organization,  a  certified 
copy  of  the  hearing  record,  together  with 
copies  of  any  exhiibts  introduced  therein ; 

(7)  And  such  other  matters  as  the  or¬ 
ganization  or  person  deems  relevant. 

If  the  application  contains  assertions  of 
material  facts  not  _a  matter  of  record 
before  the  organization,  such  facts  shall 
be  sworn  to  by  affidavit.  The  application 
may  be  accompanied  by  a  brief.  If 
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any  information  called  for  in  this 
paragraph  is  already  contained  in  an 
application  filed  with  the  Commission  in 
accordance  with  paragraph  (b)  of  Rule 
15b8-2  under  the  Act  concerning  the 
same  proposed  employment,  such  infor¬ 
mation  may  be  incorporated  by  reference 
in  the  application  pursuant  to  this  Rule. 

(f)  Definition  of  “ applicable  disquali¬ 
fication”.  For  purposes  of  this  Rule,  the 
term  “applicable  disqualification”  shall 
mean: 

(1)  Any  effective  order  of  the  Com¬ 
mission  pursuant  to  section  15(b)  (4)  or 
(6)  or  19(h)  (2)  or  (3)  of  the  Act— 

(i)  Revoking,  suspending  or  placing 
limitations  on  the  registration,  activities, 
functions,  or  operations  of  a  broker  or 
dealer; 

(ii)  Suspending,  barring,  or  placing 
limitations  on  the  association,  activities, 
or  functions  of  an  associated  person  of  a 
broker  or  dealer; 


(ill)  Suspending  or  expelling  any  per¬ 
son  from  membership  or  participation  in 
a  self -regulatory  organization  ;  or 
(iv)  Suspending  or  barring  any  person 
from  being  associated  with  a  member  of 
a  national  securities  exchange  or  regis¬ 
tered  securities  association;  or 

(2)  Any  conviction  or  injunction  of  a 
type  described  in  section  15(b)  (4)  (B)  or 
(C)  of  the  Act. 

(g)  Where  it  deems  it  appropriate  to 
do  so,  the  Commission  may  grant  or  deny 
an  application  filed  pursuant  to  para¬ 
graph  (d)  of  this  section  on  the  basis  of 
the  papers  filed  by  the  parties,  without 
oral  hearing.  Any  request  for  oral  hear¬ 
ing  or  argument  should  be  submitted 
with  the  application. 

(h)  The  rules  of  practice  shall  apply 
to  proceedings  under  this  Rule  to  the 
extent  that  they  are  not  inconsistent 


with  this  Rule.  Attention  is  directed  par¬ 
ticularly  to  Rule  22  of  the  rules  of  prac¬ 
tice  relating  to  form  of  papers  and  num¬ 
ber  of  copies  to  be  filed. 

Interested  persons  are  invited  to  sub¬ 
mit  their  comments  on  the  proposed 
rules  in  writing  before  July  30, 1976.  Per¬ 
sons  desiring  to  make  written  submis¬ 
sions  should  file  six  copies  thereof  with 
the  Secretary  of  the  Commission,  Se¬ 
curities  and  Exchange  Commission,  500 
North  Capitol  Street,  Washington,  D.C, 
20549.  All  submissions  should  refer  to 
file  number  S7-640,  and  will  be  avail¬ 
able  for  public  Inspection  in  the  Com¬ 
mission’s  Public  Reference  Room,  1100 
“L”  Street,  N.W.,  Washington,  D.C. 

By  the  Commission, 

[seal]  George  A.  Fitzsimmons, 
Secretary. 
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